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ARTICLE|: AUTHORITY

Section 1. Authority

Thefollowing regulations gpplicable to varidble life insurance policies are promulgated
under the authority of 8 V.S.A., Section 3858, the Insurance Laws of Vermont, and are effective
January 1, 1989. Nothing in these regulations shdl be congtrued to be inconsstent with any
provison under the Vermont Securities Act, 9 V.SA., Chapter 131.

ARTICLE Il: DEFINITIONS
Asusd in this regulaion:

Section 1. Affiliae

“Affiliate’ of an insurer means any person, directly or indirectly, controlling, controlled
by, or under common control with such insurer; any person who regularly furnishes investment
advice to such insurer with respect to its separate accounts for which a specific fee or
commission is charged; or any director, officer, partner, or employee of any such insurer,
controlling or controlled person, or person providing investment advice or any member of the
immediate family of such person.

Section 2. Agent

“Agent” means any person, corporation, partnership, or other lega entity whichis
licensed by this state as alife insurance agent.

Section 3. Assumed Investment Rate

“Assumed Investment Rate’ means the rate of investment return which would be required
to be credited to a variable life insurance policy, after deduction of charges for taxes, investment
expenses, and mortality and expense guarantees to maintain the variable death benefit equd at all
times to the amount of death benefit, other than incidental insurance benefits, which would be
payable under the plan of insurance if the desath benefit did not vary according to the investment
experience of the separate account.

Section 4. Benefit Base

“Benefit Basg” means the amount to which the net investment return is applied.

Section 5. Commissoner

“Commissoner” means the Insurance Commissioner of this sate.



Section 6. Control

“Control” (including the terms * controlling,” *controlled by” and *under common control
with”) means the possession, direct or indirect, of the power to direct or cause the direction of
the management and policies of a person, whether through the ownership of voting securities, by
contract other than a commercia contract for goods or non-management services, or otherwise,
unless the power is the result of an officid position with or corporate office held by the person.
Control shal be presumed to exist if any person, directly or indirectly, owns, controls, holds with
the power to vote, or holds proxies representing more than ten (10) percent of the voting
securities of any other person. This presumption may be rebutted by a showing made to the
satifaction of the Commissioner that control does not exist in fact. The Commissioner may
determine, after furnishing dl personsin interest notice and opportunity to be heard and making
specific findings of fact to support such determination, that control existsin fact, notwithstanding
the absence of a presumption to that effect.

Section 7. Hexible Premium Policy

“Hexible Premium Policy” means any variable life insurance policy other than a
scheduled premium policy as specified in Section 15 of this Article .

Section 8. Genera Account

“Generd Account” means al assets of the insurer other than assets in separate accounts
established pursuant to 8 V.S.A., Section 3855 laws of this state, or pursuant to the
corresponding section of the Insurance Laws of the State of Domicile of aforeign or dien
insurer, whether or not for variable life insurance.

Section 9. Incidentd Insurance Bendfit

“Incidenta Insurance Benefit” means dl insurance bendfitsin a variable life insurance
policy, other than the varigble death benefit and the minimum death benefit, including but not
limited to accidental desth and dismemberment benefits, disability benefits, guaranteed
insurability options, family income, or term riders.

Section 10. May

“May” ispermissve.

Section 11. Minimum Desth Bendfit

“Minimum Degath Benefit” means the amount of the guaranteed deeth benefit, other than
incidenta insurance benefits, payable under avarigble life insurance policy regardless of the
investment performance of the separate account.



Section 12. Net Investment Return

“Net Investment Return” means the rate of investment return in a separate account to be
applied to the benefit base.

Section 13. Person

“Person” means an individua, corporation, partnership, association, trust, or fund.

Section 14. Policy Processing Day

“Policy Processng Day” means the day on which charges authorized in the policy are
deducted from the policy’ s cash vaue.

Section 15. Scheduled Premium Policy

“Scheduled Premium Policy” means any variable life insurance policy under which both
the amount and timing of premium payments are fixed by theinsurer.

Section 16. Separate Account

“Separate Account” means a separate account established pursuant to 8 V.SA., Section
3855 of the Insurance Laws of this state or pursuant to the corresponding Section of the
Insurance Laws of the State of Domicile of aforeign or dien insurer.

Section 17. Shdl

“Shdl” is mandatory.

Section 18. Vaiable Desth Bendfit

“Variable Degth Benefit” means the amount of the death benefit, other than incidenta
insurance benefits, payable under a variable life insurance policy dependent on the investment
performance of the separate account, which the insurer would have to pay in the absence of any
minimum desth benefit.

Section 19. Variable Life Insurance Policy

“Variable Life Insurance Policy” means any individua policy which providesfor life
insurance the amount or duration of which varies according to the investment experience of any
separate account or accounts established and maintained by the insurer asto such palicy,
pursuant to 8 V.S.A., Section 3855 or pursuant to the corresponding section of the Insurance
Laws of the State of Domicile of aforeign or dien insurer.



ARTICLE IIl. QUALIFICATION OF INSURER
TO ISSUE VARIABLE LIFE INSURANCE

The following requirements are applicable to al insurers either seeking authority to issue
vaidble lifeinsurance in this date or having authority to issue variable lifeinsurance in this
state.

Section 1. Licensng and Approva to do Busnessin This State

Aninsurer shdl not deliver or issue for ddivery in this date any varigble life insurance
policy unless.

a the insurer is licensed or organized to do alife insurance businessin this Sate;

b. the insurer has obtained the written gpprova of the Commissioner for the issuance
of varidble life insurance policiesin this state. The Commissioner shdl grant
such written gpprova only after he has found that:

(@) the plan of operation for the issuance of variable life insurance policiesis
not unsound;

2 the genera character, reputation, and experience of the management and
those persons or firms proposed to supply consulting, investment,
adminigrative, or custodia services to the insurer are such asto
reasonably assure competent operation of the varigble life insurance
business of the insurer in this Sate; and

3 the present and foreseeable future financid condition of the insurer and its
method of operation in connection with the issuance of such policiesis not
likely to render its operation hazardous to the public or its policyholdersin
this state. The Commissioner shal consider, among other things:

(A)  thehigtory of operation and financia condition of the insurer;

(B) thequdifications, fitness, character, responghbility, reputation, and
experience of the officers and directors and other management of
the insurer and those persons or firms proposed to supply
consulting, investment, adminigtrative, or custodia servicesto the
insurer;

(C)  thegpplicable law and regulations under which the insurer is
authorized in its State of Domicile to issue varigble life insurance
policies. The Sate of entry of an dien insurer shall be deemed its
State of Domicile for this purpose; and



Section 2.

(D) iftheinsurerisasubsdiary of, or is affiliated by common
management or ownership with another company, its relationship
to such other company and the degree to which the requesting
insurer, as well as the other company, meet these standards.

Filing For Approva To Do Busnessin This Sate

The Commissioner may, at his discretion, require that an insurer, before it ddlivers or
issues for delivery any varigble life insurance policy in this gete, file with this Department the
following information for the consideration of the Commissioner in making the determination
required by Section 1, Subsection b. of this Article.

a

Section 3.

copies of and agenerd description of the variable life insurance policiesit intends
to issue,

agenerd description of the methods of operation of the variable life insurance
business of the insurer, including methods of digtribution of policies and the
names of those persons or firms proposed to supply consulting, investment,
adminigrative, custodid or distribution services to the insurer.

with respect to any separate account maintained by an insurer for any variablelife
insurance policy, a satement of the investment policy the issuer intends to follow
for the investment of the assets held in such separate account, and a statement of
procedures for changing such investment policy. The statement of investment
policy shdl include a description of the investment objectives intended for the
separate account;

adescription of any investment advisory services contemplated as required by
Section 10 of Article VI;

acopy of the statutes and regulations of the State Of Domicile of the insurer
under which it is authorized to issue variadle life insurance policies, and

biographical data with respect to officers and directors of the insurer on the
National Association of Insurance Commissoners Uniform Biographical Data
Form; and

a datement of the insurer’ s actuary describing the mortaity and expense risks
which the insurer will bear under the policy.

Standards of Suitability

Every insurer seeking approvd to enter into the varigble life insurance businessin this
date shdl establish and maintain awritten statement specifying the Standards of Suitability to be
used by theinsurer. Such Standards of Suitability shal specify that no recommendations shdl be
made to an gpplicant to purchase avariable life insurance policy and that no varigble life



insurance policy shdl be issued in the absence of reasonable grounds to believe that the purchase
of such palicy is not unsuitable for such applicant on the bad's of information furnished after
reasonable inquiry of such applicant concerning the applicant’ s insurance and investiment
objectives, financid stuation and needs, and any other information known to the insurer or to the
agent making the recommendation.

Section 4. Use of SdesMaterids

An insurer authorized to transact variable life insurance businessin this state shdl not use
any sales materid, advertisng materid, or descriptive literature or other materids of any kind in
connection with its variable life insurance business in this state which is fdse, mideading,
deceptive, or inaccurate.

Section 5. Reguirements Applicable to Contractua Services

Any materid contract between an insurer and suppliers of consulting, investmert,
adminigrative, ses, marketing, custodia, or other services with respect to variable life
insurance operations shdl be in writing and provide that the supplier of such services shdll
furnish the Commissioner with any information or reports in connection with such services
which the Commissioner may request in order to ascertain whether the variable life insurance
operations of the insurer are being conducted in a manner congstent with these regulations and
any other applicable law or regulations.

Section 6. Reports to the Commissioner

Any insurer authorized to transact the business of varidble life insurance in this Sate shall
submit to the Commissioner, in addition to any other materials which may be required by this
regulation or any other gpplicable laws or regulations.

a an Annua Statement of the business of its separate account or accountsin such
form as may be prescribed by the National Association of Insurance
Commissoners, and

b. prior to the use in this state any information furnished to applicants as provided
forin Artide VII; and

C. prior to the use in this sate the form of any of the Reports to Policyholders as
provided for in Article IX; and

d. such additiond information concerning its variable life insurance operaions or its
separate accounts as the Commissioner shal deem necessary.

Any materid submitted to the Commissioner under this Section shdl be
disapproved if it is found to be false, mideading, deceptive, or inaccurate in any
materia regpect and, if previoudy distributed, the Commissoner shdl require the
digtribution of amended meaterid.



Section 7. Authority of Commissioner to Disapprove

Any materid required to be filed with and gpproved by the Commissioner shdl be
subject to disgpprovd if & any time it isfound by him not to comply with the standards
established by this regulation.

ARTICLE IV: INSURANCE POLICY REQUIREMENTS

Policy Qudification. The Commissioner shal not approve any variable life insurance
form filed pursuant to this regulaion unless it conforms to the requirements of this Article.

Section 1. Filing of Variable Life Insurance Policies

All varigble life insurance policies, and dl riders, endorsements, applications and other
documents which are to be attached to and made a part of the policy and which relate to the
variable nature of the palicy, shal be filed with the Commissioner and approved by him prior to
ddivery or issuance for delivery in this Sate.

a The procedures and requirements for such filing and approval shal be, to the
extent gppropriate and not inconsistent with this regulation, the same as those
otherwise gpplicable to other life insurance policies.

b. The Commissioner may approve varigble life insurance policies and related forms
with provisions the Commissioner deems to be not less favorable to the
policyholder and the beneficiary than those required by this regulation.

Section 2. Mandatory Policy Benedfit and Design Requirements

Vaiablelife insurance policies delivered or issued for delivery in this state shal comply
with the following minimum requirements

a Mortality and expense risks shdl be borne by theinsurer. Expense charges
include, but are not limited to commissions and adminigtrative and/or
management fees. The mortdity and expense charges shdl be subject to the
maximums stated in the contract;

b. For scheduled premium policies, a minimum death benefit shdl be provided in an
amount at least equd to the initid face amount of the policy so long as premiums
are duly paid (subject to the provisons of Section 3b of this Article);

C. The policy shdl reflect the investment experience of one or more separate
accounts established and maintained by the insurer. The insurer must demonstrate
that the reflection of investment experience in the variable life insurance palicy is
actuaridly sound;



d. Each varidble life insurance policy shdl be credited with the full amount of the
net investment return gpplied to the benefit base;

e Any changesin variable degth benefits of each varigble life insurance policy shal
be determined at least annudly;

f. The cash vaue of each variable life insurance policy shdl be determined at least
monthly. The method of computation of cash values and other nonforfeiture
benefits, as described ether in the policy or in a statement filed with the
Commissioner of the gtate in which the policy is ddivered, or issued for ddlivery,
shall be in accordance with actuaria procedures that recognize the variable nature
of the policy. The method of computation must be such that, if the net investment
return credited to the policy at al times from the date of issue should be equd to
the assumed investment rate with premiums and benefits determined accordingly
under the terms of the policy, then the resulting cash vaues and other
nonforfeiture benefits must be a least equd to the minimum values required by
Subchapter 3 of Chapter 103 of Title 8 V.S.A. for a genera account policy with
such premiums and benefits. The assumed investment rate shdl not exceed the
maximum interest rate permitted under the Standard Nonforfeiture Law of this
date. If the policy does not contain an assumed investment rete, this
demondtration shdl be based on the maximum interest rate permitted under the
Standard Nonforfeiture Law. The method of computation may disregard
incidental minimum guarantees as to the dollar amounts payable.

Incidental minimum guarantees include, for example, but are not to be limited to,
aguarantee that the amount payable at desth or maturity shal be at least equd to
the amount that otherwise would have been payable if the net investment return
credited to the policy a dl times from the date of issue had been equal to the
assumed investment rate;

s} The computation of values required for each varidble life insurance policy may be
based upon such reasonable and necessary approximations as are acceptable to the
Commissioner.

Section 3. Mandatory Policy Provisons

Every varidble life insurance policy filed for goprova in this state shdl contain at least
the following:

a The cover page or pages corresponding to the cover pages of each such policy
shdl contain:

(1) A prominent Statement in either contrasting color or in boldface type that

the amount or duration of desth benefit may be variable or fixed under
Specified conditions;

10



2

3

(4)

Q)

(6)

D

)

A prominent statement in either contrasting color or in boldface type that
cash values may increase or decrease in accordance with the experience of
the separate account subject to any specified minimum guarantees,

A gatement describing any minimum desth benefit required pursuant to
Section 2.b. of thisArticle 1V;

The method, or areference to the policy provison which describes the
method, for determining the amount of insurance payable at degth;

A captioned provison that the policyholder may return the variable life
insurance policy within ten (10) days of receipt of the policy by the
policyholder, and receive arefund equd to the tota of al premium
payments for such palicy;

Such other items as are currently required for fixed benefit life insurance
policies and which are not inconsstent with this Regulation.

For scheduled premium policies, a provison for agrace period of not less
than thirty-one (31) days from the premium due date which shal provide
that when the premium is paid within the grace period, policy vaues will
be the same, except for the deduction of any overdue premium, asif the
premium were paid on or before the due date.

For flexible premium policies, aprovison for a grace period beginning on
the policy processing day when the tota charges authorized by the policy
which are necessary to keep the policy in force until the next policy
processing day exceed the amounts available under the policy to pay such
charges in accordance with the terms of the policy. Such grace period
shdl end on a date not less than sixty-one (61) days after the mailing date
of the Report To Policyholders required by Section 3 of Article IX.

The deeth benefit payable during the grace period will equd the death
benefit in effect immediatdy prior to such period less any overdue
charges. If the policy processing days occur monthly, the insurer may
require the payment of not more than three times the charges which were
due on the policy processing day on which the amounts available under
the palicy were inaufficient to pay dl charges authorized by the policy that
are necessy to keep such policy in force until the next policy processng
day.

For scheduled premium policies, a provison that the policy will be reingtated at
any time within two (2) years from the date of default upon the written gpplication
of the insured and evidence of insurability, including good hedth, stisfactory to
the insurer, unless the cash surrender va ue has been paid or the period of
extended insurance has expired, upon the payment of any outstanding

11



indebtedness arising subsequent to the end of the grace period following the dete
of default together with accrued interest thereon to the date of reinstatement and
payment of an amount not exceeding the greeter of:

@ All overdue premiums with interest at arate not exceeding that rate
gpecified in 8 V.S.A. Section 3731(9) relating to reinstatement
(compounded annudly) and any indebtedness in effect at the end of the
grace period following the date of default with interest at arate as above
enumerated and compounded annudly; or

2 110% of the increase in cash vaue resulting from reingtatement plus al
overdue premiums for incidental insurance benefitswith interest a arate
not exceeding that enumerated in Subsection 1. above and compounded
annudly.

A full description of the benefit base and of the method of calculation and
gpplication of any factors used to adjust variable benefits under the policy;

A provision designating the separate account to be used and stating thet:

@ The assats of such separate account shall be available to cover the
ligilities of the generd account of the insurer only to the extent that the

@)

assets of the separate account exceed the liabilities of the separate account
arisng under the varidble life insurance policies supported by the separate
account.

The assats of such separate account shal be valued at least as often as any

policy benefits vary but at least monthly.

A provision specifying what documents condtitute the entire insurance cortract
under state law;

A designation of the officers who are empowered to make an agreement or
representation on behaf of the insurer and an indication that statements by the
insured, or on his behalf, shdl be considered as representations and not
warranties,

An identification of the owner of the insurance contract;

A provision stting forth conditions or requirements as to the designation, or
change of designation, of a beneficiary and a provison for disbursement of
benefits in the absence of a beneficiary desgnation;

A statement of any conditions or requirements concerning the assgnment of the
palicy;

12



A description of any adjustmentsin policy vauesto be made in the event of
misstatement of age or gender of the insured;

A provision that the policy shal be incontestable by the insurer after it hasbeenin
force for two (2) years during the lifetime of the insured, provided, however, that
any increase in the amount of the policy’ s death benefits subsequent to the policy
issue date, which increase occurred upon a new gpplication or request of the
owner and was subject to satisfactory proof of the insured’ s insurability, shdl be
incontestable after any such increase has been in force, during the lifetime of the
insured, for two (2) years from the date of issue of such increase;

A provison gating that the investment policy of the separate account shdl not be
changed without the gpprova of the Insurance Commissioner of the State of
Domicile of the insurer, and that the gpprova processis on file with the
Commissoner of this Sate;

A provison that payment of variable degth benefits in excess of any minimum
death benefits, cash vaues, policy loans, or partid withdrawas (except when used
to pay premiums) or partia surrenders may be deferred:

@ For up to six (6) months from the date of request, if such payments are
based on policy vaues which do not depend on the investment
performance of the separate account, or

2 Otherwise, for any period during which the New Y ork Stock Exchangeis
closed for trading (except for norma holiday closing) or when the
Securities and Exchange Commission has determined that a Sate of
emergency exists which may make such payment impractical.

If settlement options are provided, at least one such option shall be provided on a
fixed bags only;

A description of the basis for computing the cash vaue and the surrender vaue
under the policy shdl be included;

Premiums or charges for incidenta insurance benefits shall be stated separately;
Any other policy provison required by this regulation;

Such other items as are currently required for fixed benefit life insurance policies
and are not inconsstent with this regulation;

A provison for nonforfeiture insurance benefits. The insurer may establish a

reasonable minimum cash vaue below which any nonforfeiture insurance options
will not be avallable.
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Section 4.

Policy Loan Provisons

Every variable life insurance policy, other than term insurance policies and pure
endowment policies, delivered or issued for ddivery in this state shdl contain provisonswhich
are not less favorable to the policyholder than the following:

A provison for policy loans after the policy has been in force for three (3) full years
which provides the following:

@
2

3
(4)

Q)

(6)

()

(8)

©)

At least 75% of the policy’s cash surrender value may be borrowed;

The amount borrowed shall bear interest at arate not to exceed that permitted by
date insurance law;

Any indebtedness shal be deducted from the proceeds payable on death;

Any indebtedness shdl be deducted from the cash surrender vaue upon surrender
or in determining any nonforfeiture benefit;

For scheduled premium policies, whenever the indebtedness exceeds the cash
surrender value, the insurer shdl give notice of any intent to cancd the policy if
the excess indebtedness is not repaid within thirty-one (31) days after the date of
mailing of such notice. For flexible premium policies, whenever thetota charges
authorized by the policy that are necessary to keep the policy in force until the
next following processing day exceed the amounts available under the policy to
pay such charges, areport must be sent to the policyholder containing the
information specified by Section 3 of Article IX;

The policy may provide that if, a any time, o long as premiums are duly paid,

the variable desth benefit isless than it would have been if no loan or withdrawa
had ever been made, the policyholder may increase such variable death benefit up
to what it would have been if there had been no loan or withdrawal by paying an
amount not exceeding 110% of the corresponding increase in cash vaue and by
furnishing such evidence of insurability as the insurer may reques;

The policy may specify a reasonable minimum amount which may be borrowed at
any time but such minimum shdl not apply to any automatic premium loan
provison;

No policy loan provison isrequired if the policy is under extended insurance
nonforfeiture option;

The palicy loan provisons shdl be congructed so that variable life insurance
policyholders who have not exercised such provisions are not disadvantaged by
the exercise thereof;

14



(10)

Section 5.

Amounts paid to the policyholders upon the exercise of any policy loan provison
shall be withdrawn from the separate account and shall be returned to the separate
account upon repayment except that a stock insurer may provide the amounts for
policy loans from the genera account.

Other Palicy Provisons

Thefollowing provison may in substance be included in avarigble life insurance policy
or related form delivered or issued for ddivery in this date:

a

An excluson for suicide within two (2) years of the issue date of the policy;
provided, however, that to the extent of the increased death benefits only, the
policy may provide an excluson for suicide within two (2) years of any increase
in death benefits which results from an gpplication of the owner subsequent to the
policy issue date;

Incidenta insurance benefits may be offered on afixed or varidble basis,

Policies issued on a participating basis shdl offer to pay dividend amountsin
cash. In addition, such policies may offer the following dividend options,

Q the amount of the dividend may be credited againgt premium payments,

2 the amount of the dividend may be applied to provide amounts of
additiond fixed or varidble bendfit life insurance;

3 the amount of the dividend may be deposited in the generd account at a
specified minimum rate of interesy;

4 the amount of the dividend may be gpplied to provide paid-up amounts of
fixed benefit one-year term insurance;

(5) the amount of the dividend may be deposited as a variable deposit in a
separate account.

A provison dlowing the policyholder to dect in writing in the gpplication for the
policy or theresfter an automatic premium loan on abasis not less favorable than
that required of policy loans under Section 4 of this Article, except that a
regtriction that no more than two consecutive premiums can be paid under this

provison may be imposed;
A provison dlowing the policyholder to make partia withdrawds;

Any other policy provison approved by the Commissoner.

15



ARTICLE V. RESERVE LIABILITIESFOR VARIABLE LIFE INSURANCE

1.

Reserve liabilities for variable life insurance policies shdl be established under
the Standard Vduation Law in accordance with actuarial procedures that
recognize the variable nature of the benefits provided and any mortdity
guarantees.

For schedule premium policies, reserve lighilities for the guaranteed minimum
death benefit shall be the reserve needed to provide for the contingency of death
occurring when the guaranteed minimum desth benefit exceeds the deeth benefit
that would be paid in the absence of the guarantee, and shdl be maintained in the
genera account of theinsurer and shall be not less than the greater of the
following minimum reserves:

a

The aggregate tota of the term codts, if any, covering a period of one full
year from the vauation date, of the guarantee on each varidble life
insurance contract, assuming an immediate one-third depreciation in the
current value of the assets of the separate account followed by a net
investment return equa to the assumed investment rate; or

The aggregate totd of the “attained age level” reserves on each varigdble
lifeinsurance contract. The “attained age level” reserve on each variable
life insurance contract shal not be less than zero and shdl equd the
“resdue,” as described in paragraph 1., of the prior year's “atained age
level” reserve on the contract, with any such “residue,” increased or
decreased by a payment computed on an attained age basis as described in

paragraph 2. below.

@ The“resdue’ of the prior year’s“ atained age level” reserve on
eech variable life insurance contract shal not be less than zero and
shdl be determined by adding interest at the vauation interest rate
to such prior year’ s reserve, deducting the tabular claims based on
the “excess” if any, of the guaranteed minimum death benefit over
the death benefit that would be payable in the absence of such
guarantee, and dividing the net result by the tabular probability of
aurvival. The“excess’ referred to in the preceding sentence shall
be based on the actua level of degth benefits that would have been
in effect during the preceding year in the absence of the guarantee,
taking gppropriate account of the reserve assumptions regarding
the digtribution of deeth claim payments over the year.

2 The payment referred to in Subsection 2.b. of this Article shall be
computed so that the present value of alevel payment of that
amount each year over the future premium paying period of the
contract isequa to (A) minus (B) minus (C), where (A) isthe
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present vaue of the future guaranteed minimum death benfits, (B)
is the present vaue of the future degth benefits that would be
payable in the absence of such guarantee, and (C) isany “resdue,”
as described in paragraph 1., of the prior year’ s “ atained age
level” reserve on such varigble life insurance contract. If the
contract is paid-up, the payment shdl equa (A) minus (B) minus
(©). Theamounts of future death benefits referred to in (B) shall
be computed assuming a net investment return of the separate
account which may differ from the assumed investment rate and/or
the valuation interest rate but in no event may exceed the
maximum interest rate permitted for the vauation of life contracts.

C. The vaduation interest rate and mortality table used in computing the two
minimum reserves described in a. and b. above shal conform to
permissible sandards for the vauation of life insurance contracts. In
determining such minimum reserve, the company may employ suiteble
gpproximations and esimates, including but not limited to groupings and
averages.

3. For flexible premium policies, reserve lighilities for any guaranteed minimum
death benefit shdl be maintained in the genera account of the insurer and shdl be
not less than the aggregate tota of the term cogts, if any, covering the period
provided for in the guarantee not otherwise provided for by the reserves held in
the separate account assuming an immediate one-third depreciation in the current
vaue of the assets of the separate account followed by a net investment return
equd to the valuation interest rate.

The vauation interest rate and mortdity table used in computing this additiona
resarve, if any, shal conform to permissible sandards for the vauation of life
insurance contracts. In determining such minimum reserve, the company may
employ suitable gpproximations and estimates, including but not limited to
groupings and averages.

4, Reserve liabilities for dl fixed incidenta insurance benefits and any guarantees
associated with variable incidenta insurance benefits shal be maintained in the
genera account and reserve ligbilities for al variable aspects of the variable
incidenta insurance benefits shdl be maintained in a separate account, in amounts
determined in accordance with the actuariad procedures appropriate to such
benefit.

ARTICLE VI: SEPARATE ACCOUNTS

The following requirements apply to the establishment and adminigtration of varidble life
insurance separate accounts by any domestic insurer.

17



Section 1. Edtablishment and Administration of Separate Accounts

Any domedtic insurer issuing varigble life insurance shdl establish one or more separate
accounts pursuant to Section 3855 of Title 8, V.S.A. of the Insurance Laws of this sate:

a If no law or other regulation provides for the custody of separate account assets
and if such insurer is not the custodian of such separate account assets, all
contracts for custody of such assets shdl be in writing and the Commissoner
shall have authority to review and approve both the terms of any such contract
and the proposed custodian prior to the transfer of custody.

b. Such insurer shal not without the prior written gpprova of the Commissioner
employ in any materia connection with the handling of separate account assets
any person who:

(1)  withinthelast ten (10) years has been convicted of any felony or a
misdemeanor arising out of such person’s conduct involving
embezzlement, fraudulent conversion, or misgppropriation of funds or
securities or involving violation of Sections 1341, 1342, or 1343 of Title
18, United States Code; or

2 within the last ten (10) years has been found by any state regulatory
authority to have violated or has acknowledged violation of any provison
of any state insurance law involving fraud, decait, or knowing
misrepresentation; or

3 within the last ten (10) years has been found by federa or sate regulatory
authorities to have violated or has acknowledged violation of any
provison of federd or state securities laws involving fraud, decet, or
knowing misrepresentation.

C. All persons with access to the cash, securities, or other assets of the separate
account shal be under bond in the amount of not less than the greater of the
amount required pursuant to the Investment Company Act Of 1940 or such other
amount as the Commissioner shal deem appropriate.

d. The assets of such separate accounts shall be valued at least as often as variable
benefits are determined but in any event at least monthly.

Section 2. Amounts In The Separate Account

The insurer shdl maintain in each separate account assets with avaue at least equd to
the greater of the vauation reserves for the variable portion of the varigble life insurance policies
or the benefit base for such policies.
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No sde, exchange, or other transfer of assets may be made by an insurer or any of
its affiliates between any of its separate accounts or between any other investment

@ in case of atransfer into a separate account, such transfer is made solely to
establish the account or to support the operation of the policies with
respect to the separate account to which the transfer is made; and

2 such trangfer, whether into or from a separate account, is made by a

transfer of cash; but other assets may be transferred if approved by the

The separate account shdl have sufficient net investment income and reedily
marketable assets to meet anticipated withdrawals under policies funded by the

A separate account shal not purchase or otherwise acquire the securities of any
issuer, other than securities issued or guaranteed as to principa and interest by the
United States, if immediately after such purchase or acquidtion the vaue of such
investment, together with prior investments of such account in such security

vaued as required by these regulations, would exceed 10% of the vaue of the
assHs of the separate account. The Commissioner may waive this limitation in
writing if he believes such waiver will not render the operation of the separate
account hazardous to the public or the policyholdersin this sate.

No separate account shdl purchase or otherwise acquire the voting securities of
any issuer if asaresult of such acquisition the insurer and its separate accounts, in
the aggregate, will own more than 10% of the tota issued and outstanding voting
securities of such issuer. The Commissoner may waive this limitation in writing

if he believes such waiver will not render the operation of the separate account
hazardous to the public or the policyholdersin this state or jeopardize the

Section 3. Investments By The Separate Account
a
account and one or more of its separate accounts unless:
Commissioner in advance.
b.
account.
Section 4. Limitations on Ownership
a
b.
independent operation of the issuer of such securities,
C.

The percentage limitation specified in Subsection a. of this Section shdl not be
congtrued to preclude the investment of the assets of separate accounts in shares
of investment companies registered pursuant to the Investment Company Act of
1940 or other pools of investment assetsif the investments and investment
policies of such investment companies or asset pools comply substantialy with
the provisons of Section 3. of this Article and other gpplicable portions of this
regulation.
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Section 5. Vauation of Separate Account Assets

Investments of the separate account shal be valued at their market value on the date of
vauation, or a amortized codt if it approximates market vaue.

Section 6. Separate Account Investment Policy

The investment policy of a separate account operated by a domestic insurer filed under
Section 2.c. of Article I11 shal not be changed without firg filing such change with the Insurance
Commissoner:

@ Any change filed pursuant to this Section shal be effective Sixty (60) days after
the date it was filed with the Commissioner, unless the Commissioner notifies the
insurer before the end of such sixty (60) day period of his disapprova of the
proposed change. At any time the Commissioner may, after notice and public
hearing, disapprove any change that has become effective pursuant to this
Section.

2 The Commissioner may disgpprove the change if he determines that the change
would be detrimenta to the interests of the policyholders participating in such
separate account.

Section 7. Charges Againgt Separate Account

The insurer mugt disclose in writing, prior to or contemporaneoudy with delivery of the
policy, dl charges that may be made against the separate account, including, but not limited to,
the fallowing:

(@) taxes or reserves for taxes atributable to investment gains and income of the
Separate account;

2 actual cogt of reasonable brokerage fees and smilar direct acquisition and sale
costsincurred in the purchase or sale of separate account assets;

3 actuarialy determined costs of insurance (tabular costs) and the release of
separate account liabilities,

4 charges for adminidrative expenses and investment management expenses,
induding internal codts attributable to the investment management of assets of the
Separate account;

) acharge, a arate specified in the policy, for mortality and expense guarantees,

(6) any amounts in excess of those required to be held in the separate accounts,

) chargesfor incidenta insurance benefits.
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Section 8. Standards of Conduct

Every insurer seeking approvd to enter into the varigble life insurance businessin this
date shall adopt by forma action of its Board of Directors a written statement specifying the
Standards of Conduct of the insurer, its officers, directors, employees, and affiliates with repect
to the purchase or sde of investments of separate accounts. Such Standards of Conduct shall be
binding on the insurer and those to whom it refers. A code or codes of ethics meeting the
requirements of Section 17] under the Investment Company Act of 1940 and applicable rules and
regulations thereunder shdl satisfy the provisons of this Section.

Section 9. Conflicts of Interest

Rules under any provison of the insurance laws of this state or any regulation applicable
to the officers and directors of insurance companies with respect to conflicts of interest shal dso
apply to members of any separate account’ s committee or other smilar body.

Section 10. Investment Advisory Sarvices to a Separate Account

An insurer shdl not enter into a contract under which any person undertakes, for afee, to
regularly furnish investment advice to such insurer with respect to its separate accounts
maintained for varidble life insurance policies unless:

1) the person providing such advice is registered as an investment adviser under the
Investment Advisers Act of 1940; or

2 the person providing such advice is an investment manager under the Employee
Retirement Income Security Act of 1974 with respect to the assets of each
employee benefit plan alocated to the separate account; or

3 the insurer has filed with the Commissioner and continues to file annualy the
following information and statements concerning the proposed adviser:

@ the name and form of organization, state of organization, and its principa
place of business,

(b) the names and addresses of its partners, officers, directors, and persons
performing smilar functions or, if such an investment advisor be an
individud, of such individud,

(© awritten Standard of Conduct complying in substance with the
requirements of Section 8 of this Article which has been adopted by the
investment adviser and is gpplicable to the investment adviser, its officers,
directors, and dfiliates,

(d) a statement provided by the proposed adviser as to whether the adviser or
any person associated therewith:

21



() has been convicted within ten (10) years of felony or misdemeanor
arisng out of such person’s conduct as an employee, sdlesman,
officer or director or of an insurance company, abanker, an
insurance agent, a securities broker, or an investment advisor
involving embezzlement, fraudulent converson, or
misgppropriation of funds or securities, or involving the violation
of Sections 1341, 1342 or 1343 of Title 18 of United States Code;

(i) has been permanently or temporarily enjoined by order, judgment,
or decree of any court of competent jurisdiction from acting as an
investment advisor, underwriter, broker, or degler, or asan
afiliated person or as an employee of any investment company,
bank, or insurance company, or from engaging in or continuing
any conduct or practice in connection with any such activity;

(i)  hasbeen found by federa or state regulatory authorities to have
willfully violated or have acknowledged willful violation of any
provision of federal or State securities|aws or state insurance laws
or of any rule or regulation under any such laws; or

(iv)  hasbeen censured, denied an investment adviser registration, had a
regidration as an investment adviser revoked or suspended, or
been barred or suspended from being associated with an
investment adviser by order of federd or Sate regulaory
authorities, and

4 such investment advisory contract shdl be in writing and provide thet it may be
terminated by the insurer without pendty to the insurer or the separate account
upon no more than sixty (60) days written notice to the investment advisor.

The Commissioner may, after notice and opportunity for hearing, by order require such
investment advisory contract to be terminated if he deems continued operation thereunder to be
hazardous to the public or the insurer’s policyhol ders.

ARTICLE VII: INFORMATION FURNISHED TO APPLICANTS

Aninsurer ddivering or issuing for ddlivery in this gate any variable life insurance
policies shdl deliver to the gpplicant for the policy, and obtain awritten acknowledgment of
receipt from such gpplicant coincident with or prior to the execution of the applicetion, the
fallowing information. The requirements of this Article shall be deemed to have been satisfied
to the extent that a disclosure containing information required by this Article is ddivered, ether
in the form of (1) a progpectus included in the requirements of the Securities Act of 1933 and
which was declared effective by the Securities and Exchange Commission; or (2) al information
and reports required by the Employee Retirement Income Security Act of 1974 if the policiesare
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exempted from the regigtration requirements of the Securities Act of 1933 pursuant to Section
3(a)(2) thereof:

1 A summary explanation, in non-technica terms, of the principa features of the
policy, including a description of the manner in which the variable benefits will
reflect the investment experience of the separate account and the factors which
affect such variaion. Such explanation must include notices of the provision
required by Article 1V, Sections 3.a5. and 3f.;

2. A satement of the investment policy of the separate account, including:

@ adescription of the investment objectives intended for the separate
account and the principd types of investments intended to be made; and

(b) any redriction or limitations on the manner in which the operations of the
Separate account are intended to be conducted.

3. A gtatement of the net investment return of the separate account for each of the
last ten (10) years or such lesser period as the separate account has beenin
exisence;

4, A gtatement of the charges levied againgt the separate account during the previous
yedr,

5. A summary of the method to be used in vauing assets held by the separate
account;

6. A summary of the federal income tax aspects of the policy gpplicable to the
insured, the policyholder and the beneficiary;

7. Illugtrations of benefits payable under the variable life insurance contract. Such
illugtrations shall be prepared by the insurer and shal not include projections of
past investment experience into the future or attempted predictions of future
investment experience, provided that nothing contained herein prohibits use of
hypothetica assumed rates of return to illustrate possble levels of bendfitsif it is
meade clear that such assumed rates are hypothetica only.

ARTICLE VIII: APPLICATIONS
The application for avariable life insurance policy shdl contain:

(@D} a prominent statement that the death benefit may be variable or fixed under
Specified conditions,

2 a prominent statement that cash values may increase or decrease in accordance
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3

with the experience of the separate account (subject to any specified minimum
guarantees);

guestions designed to dicit information which enables the insurer to determine
the suitability of varigble life insurance for the gpplicant.

ARTICLE IX: REPORTSTO POLICYHOLDERS

Any insurer ddlivering or issuing for ddivery in this Sate any variable life insurance
policies shal mail to each variable life insurance policyholder a his or her last known address
the following reports:

@

2

Within thirty (30) days after each anniversary of the policy, a satement or
statements of the cash surrender vaue, death benefit, any partid withdrawal or
policy loan, any interest charge, any optiona payments alowed pursuant to
Section 4 of Article IV under the policy computed as of the policy anniversary
date. Provided, however, that such statement may be furnished within thirty (30)
days after a specified date in each policy year 0 long asthe information
contained therein is computed as of a date not more than sixty (60) days prior to
the mailing of such notice. This statement shdl state that, in accordance with the
investment experience of the separate account, the cash values and the varigble
death benefit may increase or decrease, and shdl prominently identify any vaue
described therein which may be recomputed prior to the next statement required
by this Section. If the policy guarantees that the variable death benefit on the next
policy anniversary date will not be less than the variable death benefit gpecified in
such statement, the statement shall be modified to so indicate. For flexible
premium policies, the report must contain areconciliation of the change since the
previous report in cash value and cash surrender vaue, if different, because of
payments made (less deductions for expense charges), withdrawas, invesment
experience, insurance charges and any other charges made againgt the cash vaue.
In addition, the report must show the projected cash value and cash surrender
vaue, if different, as of one (1) year from the end of the period covered by the
report assuming that: (i) planned periodic premiums, if any, are paid as
scheduled; (ii) guaranteed costs of insurance are deducted; and (iii) the net
investment return is equal to the guaranteed rate or, in the absence of a guaranteed
rate, isnot greater than zero. If the projected valueislessthan zero, awarning
message must be included that states that the policy may be in danger of
terminating without vaue in the next twelve (12) months unless additiond
premium is paid.

Annudly, agtatement or satementsinduding:

a asummary of the financid statements of the separate account based on the
annud statement lagt filed with the Commissioner.
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the net investment return of the separate account for the last year and, for
each year after the first, a comparison of the investment rate of the
separate account during the last year with the investment rate during prior
years, up to atota of not less than five (5) years when available;

aligt of investments held by the separate account as of a date not earlier
than the end of the last year for which an annua statement was filed with
the Commissioner;

any charges levied againg the separate account during the previous year;

a statement of any change, Snce the last report, in the investment objective
and orientation of the separate account, in any investment restriction or
materia quantitative or quditative investment requirement gpplicable to
the separate account or in the investment adviser of the separate account.

3. For flexible premium palicies, areport must be sent to the policyholder if the
amounts available under the policy on any policy processng day to pay the
charges authorized by the policy are less than the amount necessary to keep the
policy in-force until the next following policy processing day. The report must
indicate the minimum payment required under the terms of the policy to keepiitin
force and the length of the grace period for payment of such amount.

ARTICLE X: FOREIGN COMPANIES

If the law or regulation in the place of domicile of aforeign company provides a degree
of protection to the policyholders and the public which is subgtantialy similar to that provided
by these regulations, the Commissioner to the extent deemed appropriate by himin his
discretion, may consider compliance with such law or regulation as compliance with these

regulations.

ARTICLE XI: QUALIFICATIONSOF AGENTSFOR THE

SALE OF VARIABLE LIFE INSURANCE

1 Qudification to Sdl Variaddle Life Insurance

a

No person may sdl or offer for sdein this Sate any variable life insurance
policy unless such person is an agent and has filed with the Commissioner,
in aform satisfactory to the Commissioner, evidence that such person
holds any license or authorization which may be required for the
solicitation or sde of varidble life insurance.

Any examination administered by the Department for the purpose of

determining the digibility of any person for licensaing as an agent shdll,
after the effective date of this regulation, include such questions
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concerning the hitory, purpose, regulation, and sde of varigdble life
insurance as the Commissioner deems appropriate.

2. Reports of Disciplinary Actions. Any person qudified in this sate under this
Artideto sl or offer to sdl varidble life insurance shdl immediately report to

the Commissoner:
a any suspension or revocation of his agent’slicense in any other Sate or
territory of the United States,

b. the impostion of any disciplinary sanction, including suspension or
expulson from membership, suspenson, or revocation of or denid of
regigtration, imposed upon him by any national securities exchange, or
national securities association, or any federd, sate, or territoriad agency
with jurisdiction over securities or variable life insurance;

C. any judgment or injunction entered againgt him on the basis of conduct
deemed to have involved fraud, decelt, misrepresentation, or violation of
any insurance or securities law or regulation.

3. Refusd to Qudify Agent To Sdll Variable Life Insurance: Suspension,
Revocation, or Nonrenewd of Qudification: The Commissoner may regject any
gpplication or suspend or revoke or refuse to renew any agent’s qudifications
under this Article to sdll or offer to sal varidble life insurance upon any ground
that would bar such applicant or such agent from being licensed to sl other life
insurance contractsin this state. The rules governing any proceeding relating to
the sugpension or revocetion of an agent’s license shal dso govern any
proceeding for suspension or revocation of an agent’s qudification to sdll or offer
to | variadle lifeinsurance.

ARTICLE Xll: SEPARABILITY ARTICLE
If any provision of this Regulation or the gpplication thereof to any person or
circumgtanceis for any reason held to be invdid, the remainder of the Regulation and the
goplication of such provison to other persons or circumstances shall not be affected thereby.

Effective. January 15, 1989
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